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The European energy sector has gone through a period of significant change 
since the 1980s. External factors such as regulation, market competition, and 
technological innovation, as well as internal factors such as ownership, corpo-
rate governance, and culture, have affected the strategic positioning of local 
utilities providers. 
In this context, the paper aims at applying a new construct to the public 
utility sector – the business model meant as a new unit of strategic analysis – in 
order to better understand the strategic behaviour and competitive positioning 
of local utilities after the liberalization of the European energy market. As re-
sult of a multiple case study analysis, three main business models of local utili-
ties have been outlined: traditional local utility, multiutility company, and global 
specialist company.  
 
 
JEL Classifications: L13, L16, L98, M10, Q4 
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1.  Foreword 
 
The European energy sector has gone through a period of significant change 
since the 1980s, and a series of cultural, technological, and economic changes 
have resulted in the reassessment of this industry. As a result of European Di-
rectives 2003/54 and 2003/55 
2 on the liberalization of the internal market for 
electricity and natural gas, respectively, the European energy sector has been 
subject to extensive institutional changes which have affected the competitive 
nature  of  the  market  and,  consequently,  the  structure  of the  industry. The 
process of liberalization of the energy sector has been accompanied by pro-
gressive change in the ownership structure, corporate governance model, and, 
indeed, strategy of local public utilities
3. Hence, external factors such as regula-
tion, market competition, and technological innovation, as well as internal fac-
tors such as ownership, corporate governance, and culture, affect the strategic 
positioning of local utilities providers (Teece, 1996; 2000). 
A few studies have been conducted regarding the competitiveness of public 
utilities in the European energy sector after market liberalization, with very few 
researchers analysing the strategic reaction of local utilities to the new competi-
tive structure of the industry (Petrovic, 2000; Bruti Liberati, Fortis, 2001; Salini, 
2001;  Ferrari,  Giulietti,  2005;  European  Commission:  2006,  2007,  2008; 
Wüstenhagen, Boehnke, 2008).
 In this context, the purpose of the current pa-
per is to apply a new construct to the public utility sector – the business model 
meant as a new unit of strategic analysis – in order to better understand the 
strategic behaviour and positioning of local utilities after the liberalization of 
the market. Moreover, this paper points out the emerging business model in 
the European energy sector as an archetype to aim for in order to achieve a 
sustainable competitive advantage in the liberalized electricity and gas market. 
Furthermore, the business model provides a powerful way for executives to 
analyse, communicate, and evaluate their strategic choices and the underpinned 
________________ 
2 These directives represent the latest step of a long process of modernization aiming at the 
liberalization of the European market of electricity and gas, which is begun in the 80s of the 
last century. 
3 The term ‘local public utilities’ is briefly abbreviated in ‘local utilities’ from now on. 4   S. TESTARMATA 
 
logic of value creation. The multiple case study approach in the current paper 
allows us to explain how the process of liberalization and privatization of the 
European energy sector affects the management of local utilities, and, in par-
ticular, the management of the major Italian local utilities quoted on the stock 
exchange. This is done through the comparison of the post-liberalization stra-
tegic choices adopted by local utilities and the underpinned logic of value crea-
tion.  The  multiple  case  study  emphasises  that  a  suitable  business  model 
emerged for local utilities after the liberalization of the European energy mar-
ket.  
This paper is divided into five sections. The first section, Business Model as a 
New Strategic Framework for Public Utilities, discusses what is meant by business 
model in the context of public utilities. The second section, Research Method, 
explains why the multiple case study analysis is a suitable method for apply the 
business model concept to the public utilities context. The third section, Case 
Study Analysis, presents empirical material that shows how business models and 
related strategic choices changed following the liberalization of the European 
energy market. Four examples emerging from the case study representing four 
strategic  behaviours  adopted by  local  utilities  after  the  liberalization  of  the 
European energy market are explored in this section: unrelated diversification, 
focalization  on  core  business,  diversification  and  adoption  of  multiutility 
model, and internalization. The fourth section, Discussion, highlights the pat-
terns of development of Italian local utilities and points out the emerging busi-
ness  model  after  the  liberalization  of  the  market.  The  implications  of  this 
analysis for both research and management practice are explored in the final 
section (Conclusion).  
 
2.  Business model as a new strategic framework   
 
Theoretically, this paper is inspired by the strategic management literature. Concern-
ing the management of  public  utilities  in  a regulated market, the theoretical 
framework is the management under regulation theory, which focuses on the effect of 
regulation  on  the  management  and  operations  of  regulated  organizations 
(Ramaswamy, Thomas, Litschert,  1994;  Boyer, Laffont,  2000).
  On the other 
hand, the industrial organization studies focus on the structure-conduct-performance para-       The Strategies of the Local Utilities of the European Energy Sector   5 
 
 
digm. According to Porter, the essence of this paradigm is that a firm’s perform-
ance in the marketplace depends critically on the characteristics of the industry 
environment in which it competes. On the other hand, it is widely recognized 
that there are feedback effects of firm conduct (strategic choices) on market 
structure. The industrial organization approach allows us to explain the new stra-
tegic behaviours adopted by local utilities as a result of the liberalization and pri-
vatization of the European energy industry as well as assess competition within 
the industry at a more firm-specific level (Mason, 1939; Bain, 1956, 1968; Porter, 
1981; Burgelman, 1983; Bresnahan, 1989).
  
Contingency theory suggests that there is no optimal strategy for all organi-
zations, and posits that the most desirable choice of strategy varies according 
to certain factors, which are termed ‘contingency factors’ (Woodward, 1958; 
Burns, Stalker, 1961; Lawrence, Lorsch, 1967; Thompson, 1967; Donaldson, 
1996).
 Accordingly, strategic management scholars have examined a wide range 
of  contingency  factors  such  as  aspects  of  the  environment,  organizational 
structure, technology, and marketing choices, amongst other things, and ex-
plored how these factors interact with strategy variables to determine firm per-
formance. 
One focus of the contingency literature considers structural forms as con-
tingency  factors.  An  important  early  contribution  was  made  by  Chandler 
(1962), who investigated the contingency relationship between a firm’s strategy 
and  its  internal  administrative  structure  (specifically,  divisional  versus  func-
tional form). A further development of the strategy concept in the direction 
indicated by Chandler, reaching up to the formulation of the first organic pre-
scriptive model of corporate strategy – the SWOT Analysis – was made by 
Andrews et al., who published the well-known Business Policy: Text and Cases in 
1965. Subsequently, Scott (1971) underlined that changes in structure follow 
strategy, emphasizing the competitive pressure of the market (Chandler, 1962; 
Andrews, 1965; Scott, 1971). 
The Chandler paradigm, which summarizes the hierarchical relationship be-
tween strategy and structure, has dominated the approach to the management 
for many years. However, in the 1970s and 1980s, a line of studies claiming 
that the causal relationship between structure and strategy is reciprocal has 
been developed. In other words, structure can also influence strategy. The pre-6   S. TESTARMATA 
 
cursor of this approach is the work of Bower (1970), after which other scholars 
studied this relationship at theoretical and empirical levels: Grinyer and Yasa-
Ardekani (1981), Hall and Saias (1980), Keats and Hitt (1988), Pitts (1980), 
Rumelt (1974), and Williamson (1985).
 Some authors showed that the relation-
ship binding the structure strategy also depends on skills and distinctive capa-
bilities (Prahalad and Bettis, 1986) as well as cognitive styles (Walsh, 1990) de-
veloped by the management of the company, and that these factors affect the 
definition of strategies. Hence, strategy and structure are developed in a recip-
rocal relationship: both ‘structure follows strategy’ and ‘strategy follows structure’ could 
be considered correct statements depending on which strategic aspect is ob-
served empirically. 
In this context, Amit and Zott (2008) introduced the firm’s business model as 
a new contingency factor that captures the firm’s structure.
 Truly, over the past 
few years, the concept of business model has increasingly become the objective 
of strategic management scholars. While it has become quite fashionable to 
discuss business models, there is still much confusion about what business 
models are and how they can be used. Therefore, many literature reviews have 
recently  been  conducted  in  order  to  better  understand  the meaning of  the 
business  model  concept  (Morris,  Schindehutte,  Allen,  2005;  Shafer,  Smith, 
Linder, 2005; Osterwalder, Pigneur, Tucci, 2005; Ghaziani, Ventresca, 2005; 
Nielsen, Bunk, 2008). 
The  term  business  model  describes  a  broad  range of  informal  and  formal 
models used by firms to represent various aspects of business, such as opera-
tional processes, organizational structures, and financial forecasts. Although 
the term can be traced to the 1950s, it achieved mainstream usage only in the 
1990s. Basically, the emerging consensus is that a business model is a hypothe-
sis (i.e., a model) of how to generate value in a customer-driven marketplace. 
Magretta highlights the ‘narrative’ element of business models: ‘the business model 
tells a logical story explaining who your customers are, what they value, and how you will 
make money providing them that value’. In this sense, the business model is viewed 
as a hypothesis to be tested in the marketplace, and is often subject to public 
scrutiny, particularly by investors. The most parsimonious definition of busi-
ness model is proposed by Rappa (2002), who states that a business model 
‘spells out how the company makes money’. Linder and Cantrell, (2001) define a busi-       The Strategies of the Local Utilities of the European Energy Sector   7 
 
 
ness model as ‘the organization’s core logic for creating value, including the set of value 
propositions an organization offers to its stakeholders, along with the operating processes to 
deliver on these, arranged as a coherent system, that both relies on and builds assets, capabili-
ties and relationships to build value’. Hawkins (2004) made the interesting point that 
a business model may become a product in and of itself. Certainly, the business 
model was the selling point for most start-ups in the dot com era, and is the 
‘brand’ for successful e-commerce firms such as Amazon, eBay, and Priceline. 
Many other different conceptualizations of business models exist, with vary-
ing  degrees  of  resemblance  or  difference  (Chesbrough,  Rosenbloom,  2000; 
Hamel, 2000; Linder, Cantrell, 2000; Mahadevan, 2000; Petrovic, Kittl, Tek-
sten, 2001; Gordijn, 2002; Osterwalder, 2004). In an attempt to integrate these 
definitions, Osterwalder et al. (2005) proposed a framework with four pillars: 
the products and services offered, the infrastructure and network of partners, 
the customer relationship capital, and financial aspects: ‘a business model is a con-
ceptual tool that contains a big set of elements and their relationships and allows expressing 
the business logic of a specific firm. It is a description of the value a company offers to one or 
several segments of customers and of the architecture of the firm and its network of partners 
for creating, marketing, and delivering this value and relationship capital, to generate profit-
able and sustainable revenue streams’. 
Several common themes run throughout these conceptions. The most dis-
tinctive is the focus on value. The second is that all stress that a business model 
is a statement of the basic logic of the business; it is an abstraction of proposi-
tions, articulated as claims and intentions. In some regards, this concept of a 
business model is a development of the conception of business idea (Norman, 
1977), a term which preceded it; however, both are intended to set the frame-
work for market innovation strategies and/or organizational transformation.
 
This relates to the third common theme: the separation of the business model 
from business strategy and also from organizational structure. The business 
model establishes the principles and axioms on which strategy is built. Strategy 
follows from the business model and is targeted to achieve competitive differ-
entiation. To some degree, the business model is the what of business innova-
tion and the strategy is the how (Keen, Qureshi, 2006). 
This concept is emphasized by Shafer et al., who defined a business model 
as ‘a representation of a firm’s underlying core logic and strategic choices for creating and cap-8   S. TESTARMATA 
 
turing value within a value network’. This definition of business models includes 
many  components  that  are  classified  into  four  primary  categories:  strategic 
choices, the value network, creating value, and capturing value. Note that this 
definition is not restricted to the online world. In fact, the concept of business 
model is relevant for firms of all types, including public utilities (Amit Zott, 
2001; Shafer, Smith, Linder, 2005). 
Generally speaking, a business model can be defined as ‘a concise representation 
of how an interrelated set of decision variables in the areas of venture strategy, architecture, 
and economics are addressed to create sustainable competitive advantage in defined markets’ 
(Morris, Schindehutte, Allen, 2005).
 At the strategic level, this definition em-
phasizes  the  overall  direction  in  the  firm’s  market  positioning,  interactions 
across  organizational  boundaries,  and  growth  opportunities  leading  to  the 
achievement of a sustainable competitive advantage. Decision elements include 
stakeholder identification, business vision and cultural values, value creation 
propositions, value chain definition, revenue model choice, competitive strat-
egy formulation, and network and alliance establishment. 
Indeed, it is widely recognized that strategic management scholars are look-
ing for a new level of analysis able to take into consideration both the firm’s 
strategic choice and value creation in a customer-driven marketplace, bridging 
the gap between competitive strategy theory and the resource-based view of 
the  firm  (Ginsberg,  Venkatraman,  1985;  Dranove,  Peteraf,  Shanley,  1998; 
Thomas,  Pollock,  1999;  Herrmann,  2005;  Furrer,  Thomas,  Goussevskaia, 
2008). The bridge can be possibly found in the business model. In fact, the 
business  model  concept  combines  elements  of  the  resourced-  and  market-
based views of the firm and thus includes them in an integrated point of view. 
Furthermore, it is widely believed that business models can play a positive and 
powerful role in corporate management as a framework for strategic analysis 
(Amit,  Zott,  2001;  Shafer,  Smith,  Linder,  2005;  Richardson,  2005;  Lecocq, 
Demil, Warnier, 2006). 
According to Amit and Zott (2001), the business model construct is consid-
ered as a unifying unit of strategic analysis that captures firm value creation arising 
from multiple sources. Indeed, I apply this concept to the public utilities con-
text. In their point of view, the business model construct builds upon central 
ideas in business strategy and its associated theoretical traditions. Most directly,        The Strategies of the Local Utilities of the European Energy Sector   9 
 
 
it builds upon the value chain concept (Porter, 1985) and the extended notions 
of value systems and strategic positioning (Porter, 1996). As part of its posi-
tioning, the firm must establish appropriate relationships with suppliers, part-
ners, and customers. The business model encompasses competitive advantage, 
so it also draws on resource-based theory (Barney et al., 2001). Competitive ad-
vantage can emerge from the superior execution of particular activities within 
the firm’s internal value chain, superior coordination among those activities, or 
superior management of the interface between the firm and others in the value 
network. In terms of the firm’s fit within the larger value creation network, the 
model relates to strategic network theory (Jarillo, 1995) and cooperative strate-
gies (Dyer and Singh, 1998). Further, the model involves choices (e.g., vertical 
integration, competitive strategy) about firm boundaries (Barney, 1999) and re-
lates  to  transaction  cost  economics  (Williamson,  1981).  Finally,  based  on 
Schumpeter’s (1936) theory of economic development, value is created from 
unique combinations of resources that lead to innovation. When the model has 
proprietary  innovative  elements,  resource  advantage  theory  also  holds  rele-
vance for the construction of business models (Hunt, 2000). 
Hence,  researchers  seem  to  agree  that  business  models  describe  how  a 
business creates value and also agree that it is an important new unit of strate-
gic analysis, highly relevant to both management theory and practice. In addi-
tion, business model analysis can also help managers to understand and com-
municate the key factors for success and value creation, and can be used to 
measure, compare, or even change the business logic of the firm as a conse-
quence of the environment change and the technological innovation, in a dy-
namic perspective. 
As underlined before, there is a lack of analysis at the strategic level within 
the public utility sector, especially with regard to local utilities. Therefore, the 
aim of this paper is to develop a better understanding of competition within 
the European energy sector when looking through the lenses of a business 
model. Hence, in this paper, the business model is proposed as a framework 
for the strategic analysis of local utilities, highlighting the relationship between 
strategic choices and value creation in the public utility sector. Certainly, some 
assumptions  underpin  this  analysis.  Firstly,  it  is  believed  that  the  business 
model is embedded in the strategic choices if there is a radical change in the 10   S. TESTARMATA 
 
nature of competition and other main features of the market, such as techno-
logical innovation (Magretta, 2002; Keen, Qureshi, 2006; Zott, Amit, 2008).
 
This assumption allows us to investigate the change of the local utilities’ busi-
ness models through the analysis of the strategic behaviours implemented by 
local utilities in a changing environment: the European energy sector after the 
liberalization of the market. Secondly, the value chain of the firm coincides 
with the value chain of the industry if there is full vertical integration of the 
business activities at the individual firm level, such as in the public utility sector 
(Porter, 1985; Lynch, 2006; Grant, 2008).
 Hence, when there is vertical integra-
tion,  the business  strategy  is  blended  with  the  corporate  strategy.  In other 
words, corporate strategy overlaps business strategy in some ways. For this 
reason, analysing the strategic choices adopted by local utilities at the corporate 
level is significant in order to understand how firms create value in the public 
utility sector.  
Indeed, the purpose of this paper is to provide a critical analysis of the stra-
tegic choices followed by Italian local utilities after the liberalization of the 
European energy market and identify the emerging business model as a suit-
able archetype to aim for in order to achieve a sustainable competitive advan-
tage. This is done through the examination of strategic behaviours adopted by 
local utilities and their relationship with value creation. In addition to this, the 
paper provides managers with a guideline for analyse the business model of 
their firms and determine if they should change their business or not in order 
to achieve a competitive advantage.  
 
3.  Research method 
 
The research method in the current paper consists of presenting the theoretical 
background and empirical evidence, which includes the results of the multiple 
case study analysis. To find the answer to the research question, I conduct de-
scriptive and exploratory research in the first logic stage, with more explana-
tory research in the second stage (Eisenhardt, 1989;   Partington, 2002). The 
multiple case study analysis is a good research strategy for examining ‘a contem-
porary phenomenon in its real-life context, especially when the boundaries between phenome-
non and context are not clearly evident’. This difficulty is present in the European        The Strategies of the Local Utilities of the European Energy Sector   11 
 
 
energy sector. In addition, it allows for replication logic: a series of cases are 
treated like a series of experiments, and then analysed in comparative terms. 
Each case serves to test the theoretical insights gained from the examination of 
previous cases, and to modify or refine them. Furthermore, this analysis is reli-
able in regards to making generalizations. In fact, the case study findings can 
be generalized to the whole European energy sector, because the Italian case is 
a typical sample for explaining how the liberalization of the market affects the 
management of local utilities (Yin, 1994). 
The first step is to analyse the main changes in the structure of the Euro-
pean energy industry in terms of regulation, organizational system, manage-
ment model, ownership, and corporate governance mechanisms. Secondly, the 
case study analysis focuses on strategic behaviours adopted by local utilities af-
ter the liberalization of the European electricity and gas markets. Hence, from 
the strategic choices carried out by local utilities in order to create value for 
shareholders and other stakeholders, the case study analysis allow us to identify 
the main business models characterising the local utilities after the liberaliza-
tion of the European energy market. Indeed, an analysis and discussion of the 
research  findings  (in  terms  of  similarities  and  differences)  points  out  the 
emerging business model in the European energy sector as the most suitable 
archetype (for local utilities) to aim for in order to achieve a sustainable com-
petitive advantage.  
This paper is based on a qualitative multiple case study analysis of the major 
Italian local utilities quoted on the Italian stock exchange. In this context, a lo-
cal utility is defined as a (public or private) firm delivering at least one public 
service in the European Union, which differs from the incumbents of the mar-
ket (that is, ex-monopolists at the national level such as Enel Eni, Edf, GdF, 
E.On, Rwe, BG, etc.). Thereby, the paper focuses on the following groups of 
public utility companies: A2A, HERA, IRIDE, and ACEA. These local utilities 
represent the exemplar cases, allowing us to show the existing strategic trend in 
the local utilities sector. Indeed, the Italian context is a suitable example for in-
vestigating competition within local utilities as result of the long tradition of 
municipalized companies providing public services and the existence of a wide 
range of local utilities in the energy sector. Detailed sample data have mainly 
been gathered from publicly available sources: strategic plans, annual reports, 12   S. TESTARMATA 
 
investment analyst reports, and company web sites. In addition, the data on the 
public utilities sector and European energy market have been gathered from 
various sources, especially from European Union and affiliated organizational 
databases. 
The period of investigation, which covers the years from 2000 to 2008, is a 
reasonable period of time to observe the strategic choices implemented by lo-
cal utilities as a result of the liberalization of the European energy market, as 
well as their long-term effects on the value creation. Indeed, the analysis also 
takes into consideration the strategic planning that will be implemented in the 
next five years by local utilities 
  
4.   Trends in the European public utilities industry 
 
Currently, various factors affect public utility markets in the European Union. 
These factors are changing the industrial structure of public utilities and, con-
sequently, the tendency to develop firms operating in the European public 
services market. Some of these factors assume definite normative obligations, 
or alternatively, new regulatory systems of liberalized sectors, whereas other 
factors represent new business opportunities for public utilities. In particular, 
in this context, which is much more competitive than before, public utility 
firms could have a proactive role in the liberalized market of public utility serv-
ices (Dallocchio, Romiti, Vesin, 2001). 
The most remarkable factor of the firms’ environment change is the process 
of liberalization of the electricity and gas sector regarding all countries in the 
European Union (Newbery, 2001; Geradin, 2006).
 It is worth specifying that 
European  countries  have  enjoyed  a  considerable  range  of  freedom  in  the 
transposition into national law of European directives affecting the internal 
market and, consequently, in the definition of a national regulatory system of 
the energy industry in spite of the liberalization guidelines being fixed at the 
European level. This is due to wide differences between European countries in 
regards to market structure, production mix, and last but not least, to the tradi-
tional historical development of public services production and provision. 
According  to  the  European  process  of  liberalization,  national  lawmakers 
have identified and introduced into the energy sectors new regulatory methods        The Strategies of the Local Utilities of the European Energy Sector   13 
 
 
and tools, which should guarantee the respect of universal public service deliv-
ery criteria.
4 Therefore, innovative schemes and new mechanisms of regulation 
have been introduced since the process of liberalization started. These new 
forms of regulation should be able to guarantee the universality of public serv-
ice delivery by both incumbents and newcomers. Indeed, a real boost of the 
public utilities liberalization has been the development of a European regulation 
for competition in the public services network industry. Shifting from a national 
level to the European level has changed the nature of the economic regulation 
processes: from traditional regulation of the firm behaviour versus regulation of 
the marketplace structure. The former type of regulation is called conduct regula-
tion because it sets regulation of the monopolist behaviour as the objective, 
whereas the latter, called structural regulation, sets the relationships between ac-
tors of each public service industry as the objective (Kahn, 1971; Henry, 1993).
 
Therefore,  the  aim  of  structural  regulation  outlines  an  essential  regulatory 
framework which allows us to access network infrastructures in an efficient 
and complete way.  
Moreover, liberalization of the European public services market has been 
seldom  advanced  (especially  in  the  United  Kingdom  and  other  Northern 
European countries), and is more often followed by the formal and substantial 
privatization of most public utility players. 
In addition, at the European level, the reform of local public services is another 
factor affecting the public utilities environment. In fact, economic policies re-
garding the liberalization and privatization of public utility industries have af-
fected local public services shortly after national public services (such us elec-
tricity, gas, and telecommunications), and, more generally, the whole sphere of 
activities and services traditionally carried out by public actors (such as state-
owned enterprises, local government firms, public functional bodies, etc.). 
The environmental variable also has a relevant role concerning the public utility 
sector. Indeed, this factor is driven by a different mix of energy sources (which 
are employed to produce electricity) as well as a different energy distribution 
________________ 
4 Despite the liberalization of the market, utilities are called ‘public’ because utility firms still 
serve certain public functions, such as universal service delivery and infrastructural develop-
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system. In addition, the environmental variable assumes a primary role in the 
decision-making processes of other public utilities. Regarding this aspect, it 
should be underlined that some categories of public utilities (electricity pro-
ducer) look at the environmental variable as a constraint, whereas other cate-
gories (all players of gas production) consider the introduction of stricter envi-
ronmental criteria as a very interesting opportunity to expand their business. 
Financial and rate policies have also affected public utility industries. Progres-
sively, public utilities are less characterized by public finance activity and more 
conditioned by economic regulation aimed at the more effective and efficient 
production of public services in addition to the achievement of a fully com-
petitive market. In addition, the technological variable is a threat for electricity ac-
tors as well as a business opportunity for other utility companies (for instance 
gas provider) which could integrate their businesses at the first stages of the 
electricity supply-chain, or diversify their own business in other services. In 
fact, electricity players have become aware of technological innovations leading 
other actors toward easier access into the electricity market. Another remark-
able technological innovation is in regards to the development of telecommu-
nications and, consequently, the adoption of internet and digital-based tech-
nologies. The wide spread of information technologies resulted in the demate-
rialization of many productions, which allows utility companies to adopt a mul-
tiutility and multiservice business model. 
Last, but not least, a recent development of the marketplace boundaries af-
fects public utility industries. Public utilities, and especially some of the biggest 
players  (ex  national  monopolists),  consider  the  whole  European  market  of 
public utilities to be a marketplace. This is due to the consolidation and eco-
nomic harmonization of the European Union. Furthermore, it is important to 
point out the evolution of the relationship with the customer: the traditional 
supply-side approach, which led the public utilities industry for a long time, has 
definitively waned. Currently, there is a new management culture which fo-
cuses on handling the demand for public services instead of the supply-chain 
infrastructure. In fact, the ‘customer’ has become a crucial asset for the com-
petitive success of public utilities, and the marketplace has become customer-
oriented. Thus, shifting from a supply-side to a demand-side approach is a 
radical change of view, and determines a remarkable innovation in the public        The Strategies of the Local Utilities of the European Energy Sector   15 
 
 
utility sector, because this approach regards the customer not only as a simple 
receiver of an unidirectional process of service supply but also as the main ac-
tor of the integrated supply-chain. Hence, in a very competitive marketplace 
such as the European energy market, the customer relationship has become 
the main asset of value creation.  
 
5.  Strategic behaviours of local utilities after 
liberalization 
 
As a result of the competitive scenario analysis, it emerges that external factors, 
which are due to changes in the environment, especially regarding the regula-
tory framework, structure of the industry, and technological innovations, and 
internal factors, such as business size, managerial and financial competences, 
business assets, and ownership structure, affect the strategic choices and, con-
sequently, the business and financial performances of public utilities in a re-
markable way. Concerning this topic, it is possible to adopt the structure-strategy-
performance paradigm as the interpretative scheme to study the strategic behav-
iours implemented by local utilities after the liberalization of the European en-
ergy market. The structure-strategy-performance paradigm allows us to deter-
mine the strategic choices adopted by local utilities, as well as the expected re-
sults of this period of transition regarding overall competition in the European 
energy industry (see Table 1).  
The analysis show that the strategic choices of local utilities have changed 
after the process of liberalization and privatization of the European energy sec-
tor. In particular, the introduction of competition in the internal market in ad-
dition to the deregulation and consequent re-regulation of this sector have led 
to new rules of behaviour which public utilities should adopt to survive in this 
new, competitive environment. Obviously, all of these phenomena which af-
fect the environment can be read in two ways. On the one hand, these factors 
push the local utility companies toward the adoption of a market-driven logic 
and the development of competitive business behaviours. This direction of de-
velopment can be summarized in new ways of doing business, such us new 
opportunities of business growth, enhancement of industrial and operational 16   S. TESTARMATA 
 
assets, creation of new value for (public or private) stakeholders, and improv-
ing the production system in which local utilities are involved.  
 
Table 1: The structure-strategy-performance paradigm of the public utilities 
industry 
 
Source: adapted from M. Dallocchio et al. (2001) 
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On the other hand, the rapid dumping of these utility companies in an envi-
ronment subject to intense competitive dynamics represents a significant threat 
for  firms  which  are  not  able  to  adapt  quickly  to  ongoing  environmental 
changes.  Moreover,  the  risk  of  underestimating  the  market  opening  and 
growth of competition is relevant in the case of public utilities because the lo-
cal utilities operated as local monopolies in regulated sectors in the past, and 
they still remain predominantly public in their ownership structure. For this 
reason, the cultural variable plays a crucial role in the process of adapting to 
the newly competitive environment and, consequently, on the redesign of the 
relationship  with  other  actors  (such  as  customers,  competitors,  suppliers, 
European, national and local authorities, etc.).  
The results of the analysis concerning the strategic behaviours of the major 
Italian  local  utilities  quoted  on  the  Italian  stock  exchange  (those  are  A2A, 
HERA, IRIDE, and ACEA) indicate a common tendency toward the growth 
in firm size, which assumes a specific form for each local utility. The current 
trends could be summarized in the following points:  
 
•  choice of unrelated diversification in other public services; 
•  choice of focalization on the core business and, consequently, the attempt to 
achieve a suitable scale (critical mass) for competing in the European 
market through the adoption of a concentration strategy;  
•  choice  of  business  diversification  and  adoption  of  the  ‘pure’  multiutility 
model; and 
•  choice of internationalization in other geographical markets.  
 
Unrelated diversification strategy 
In the first stage, as a result of environmental changes and the consequent in-
crease in market competition, the main strategic choice adopted by the major 
local utilities has been unrelated diversification in other public services. This strate-
gic choice, which is strictly related to both the network industry concept 
5 and 
________________ 
5 The  term network industry refers to all industrial sectors  which supply  goods and services 
through a network infrastructure. The network sets the material matching between supply and 
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the value growth of infrastructural networks, involves the enlargement of stra-
tegic business areas. This strategic choice is the result of new goods and market 
combinations that every public utility chooses to implement, and assumes its 
shape through access to new businesses and/or markets. 
Following this strategic direction of development, some local utilities have 
firstly attempted to extend their activity to other public utility services such as 
electricity, gas, water, waste management, and telecommunications, according 
to the approach of the integrated delivery of public services. Secondly, they 
tried to extend their business to other sectors, such us engineering, real estate, 
and broadcasting. Very often this action neglected the effective industrial syn-
ergies  involved  in  the  integrated  management  of services  because  the  local 
utilities were prevalently led by a financial convergence viewpoint. Thus, the 
strategic choice of unrelated diversification, such as entering the telecommuni-
cations sector, becomes a wrong strategic choice because it involves very heavy 
consequences concerning the economic-financial performance of local utilities.  
For  instance,  look  at  the  case  of the  dreadful  flop  of the  joint  venture 
formed between Acea (the local utility company of the city of Rome) and Tele-
fonica, a Spanish utilities company. This joint venture gave birth to a new 
company, called Atlanet, which had a main objective of accessing the Italian 
telecommunications market. Another interesting case is the Aem Milan (A2A 
from now on
6) experience. A2A attempted to install cable in the city of Milan 
first and then all of Italy, through the implementation of optical fibre technol-
ogy. However, the venture became non-profitable, so A2A soon chose to leave 
the telecommunications sector. In fact, A2A sold its whole Fasweb majority 
stake in 2003 and its share control of Metroweb (the owner of the optical fibre 
network in the city of Milan) in 2006, through a tender process for maximizing 
the asset value. Thus, since 2006, A2A has held just a minority stake (23.5%) in 
Metroweb. 
Hence, the unrelated diversification was a strategic choice implemented dur-
ing the beginning of liberalization in the public services markets that was given 
up shortly after. It is due to the fact that this strategic choice destroys, rather 
________________ 
6 In the end of 2007, Aem Milan, Asm Brescia, and Amsa Bergamo merged into a new com-
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than creates, value. Local utility companies have taken into account only the 
financial  and economic synergies between different services, without taking 
into account the industrial and commercial synergies between different busi-
nesses, which allow the firm to reduce costs and generate value. 
 
Focalization on the core business 
In a second stage, local utilities have the strategic choice of focalization on the core 
business.  Focusing  on  the  core  business  is  a  downsizing  choice  concerning 
eliminating  one  or more  business  activities  and  productions  which  are  not 
strictly linked with the core business. Therefore, the aim of this strategic choice 
is concentrating all firm resources on a single submarket, or, more generally, on 
the main activities of the company. This strategic choice is usually accompa-
nied  by  a  concentration  strategy,  which  is  often  realized  through  processes  of 
Merger & Acquisition of other public utility companies. The strategic choice of 
concentration is based on economies of scale and strengthening of territorial 
areas. As shown in Table 2, the directions of development of this strategic 
choice are discussed below. 
 
•  Horizontal concentration: if a public utility extends its business in the same 
service at the same level of the supply-chain; 
•  Lateral  concentration:  if  integration  is  in the  same  stage  of the  supply-
chain, or at the same level but in a different public service. This phe-
nomenon outlines the classical model of a multiutility existing in Italy 
prior to the liberalization of the energy market, such as local distributors 
of electricity, gas, water, and waste management service; 
•  Diagonal (or cross) concentration: if a public utility operates in various stages 
of the supply-chain within different public service sectors. For example, 
this is the case of natural gas importers entering into the thermoelectric 
generation of electricity, or vice versa. Also in this case, we could out-
line a multiutility model as result of cross-selling synergies and cost-
cutting policies within different public services. 
 
Concerning the strategic choice of concentration, the predominant experience 
is electricity-gas convergence because this allows the firm to adopt an inte-20   S. TESTARMATA 
 
grated business model creating value through the development of cost syner-
gies. The integration between gas provisions and thermoelectricity generation 
is  the  most  immediate  consequence  of  a  diagonal  concentration  strategy. 
Thermoelectricity producers, especially the major firms, are beginning to oper-
ate directly in international markets of gas provision, and gas importers are en-
tering the thermoelectricity business. As a result, some electricity players are 
also stimulated sell gas. In fact, it is a captive market for the unused purchased 
gas, especially if the regulatory system is not harsh and allows public utilities to 
earn a high mark-up. 
 
 































Acea and A2A are the most significant experiences concerning the strategic 
choice of focalization in the Italian context. Indeed, after exiting the telecom-
munications sector, Acea has a strategy of growth, focusing on its core busi-
ness activities: the generation and selling of electricity and integrated water 
service management. In the water sector, Acea aims to expand its territorial ex-
tension into the region of Lazio and in the ATO 
7 of Tuscany (such as Flor-
ence, Siena-Grosseto, and Pisa), Umbria, Campania, and Molise. In the elec-
tricity  sector,  Acea  signed  a  strategic  joint  venture  with  Electrabel  SA,  the 
leader of the Benelux market, in 2002.  
The aims of this joint venture could be summarized as follows:  
 
•  to strengthen and extend electricity generation capacity;  
•  to improve the competitive position of the group in the electricity mar-
ket; 
•  to increase the value of the infrastructural and intangible assets; and 
•  to strengthen the financial structure of the firms.  
 
However, it is important to underline that Acea has not taken part in Merger & 
Acquisition processes in contrast to all other local utilities analysed in this pa-
per. Moreover, in the next five years (2008-2012), Acea intends to consolidate 
its position in the energy sector through the development of electricity genera-
tion capacity and vertical integration in the natural gas sector. Acea has also 
programmed the development of the Waste to Energy, the business of power 
generation through waste disposal. Finally, in the water sector, Acea will con-
tinue to pursue an external growth strategy through the acquisition of water 
service management firms in other regional areas of Tuscany, Umbria, and 
Lazio. 
Conversely, A2A is one of the biggest public utility groups in Europe, and is 
the major Italian local utility firm. A2A, which was born on January 1, 2008 as 
a result of the merger between Aem Milano, Asm Brescia, and Amsa Bergamo, 
is the result of a horizontal concentration in prominent segments of the elec-
________________ 
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tricity and natural gas industries (provision, generation, distribution, and sale) 
started by the three local governments who owned these local utilities, accom-
panied by a diversification strategy in the environmental sector. Hence, A2A 
mainly focuses on the energy sector through a concentration strategy on the 
core business. 
A2A has received the assets and competences of the three former local util-
ity companies as an inheritance. In depth, Aem Milano was concentrated in the 
energy sector, and over time has consolidated with the core business opera-
tions through Mergers & Acquisitions with other public utilities. For instance, 
the partnership with Edf is certainly the predominant alliance, especially in 
terms of an increase in the natural gas supply and electricity generation capac-
ity, because it allows the two firms to control Edison. However, this agreement 
is not the only one worthy of note. Indeed, Aem Milano has distinguished it-
self for its ability related to the aggregation of local neighborhood utilities: To-
day, A2A is a strategic partner of Acsm Como (with a 20% stake) and Agam 
Monza (with a 25% shareholding). Moreover, we must not overlook the pur-
chase of a controlling stake in the Ecodeco group 
8, the leading company in the 
Waste to Energy (namely the disposal of waste through the exploitation of 
matter into energy), which took place in two steps (the former in 2005, the lat-
ter in 2007). These innovative environmental technologies (the main know-
how of Ecodeco) are the core competences of A2A, allowing the local utility to 
increase waste management efficiency and also create value by applying this 
know-how in a different context. Finally, at the international level, Aem held a 
stake of Alagaz S.p.A., a Russian utility company up to the merged into A2A in 
order to carry out the project ‘Development of Porgolovo methane pipeline’ in 
the city of San Petersburg. Whereas the participation of 41.11% in the Slove-
nian utility company Mestni Plinovodi d.o.o, the active distribution of gas in 
Slovenia was transferred to Acsm Como in February 2007. 
________________ 
8  Ecodeco  is  a  leader  in  technological  innovation  in  the  environmental  sector,  and  owns, 
among other things, the industrial Patent ‘Biocubi’, the process of recovering energy from or-
ganic waste capable of turning waste into clean energy, called ‘Amabilis’, with a utilization of 
waste equal to 70%, while the remaining 30% evaporates into the air without generating addi-
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Asm  Brescia  distributed  public  services  (electricity,  natural  gas,  water,  and 
waste) in the cities of Brescia and Bergamo, and was present at the national 
level in electricity generation, both with its own plants and a stake in Endesa 
Italia 
9, the third largest electric generator in Italy. Asm also operated in the in-
ternational energy market through contracts for the import of natural gas and 
cross-border exchange of electricity. Finally, Asm invested many financial re-
sources in technological innovation. Thus, Asm has achieved remarkable in-
dustrial results, including the design of a digital counter 
10 and, above all, a 
waste to energy plant located in Brescia. This plant won the prestigious Wtert 
2006 Industry Award, the prize which Columbia University of New York as-
signed to the best waste to energy plant in the world.  
A2A is now a leader in the local utilities sector in Italy and also plays a 
prominent role in Europe. Indeed, A2A mainly focuses on the energy sector, 
with high vertical integration and availability of electricity and natural gas at 
very competitive prices. A2A is also active in the environmental services sec-
tor. In addition, A2A maintains its strong roots in northern Italy, with the aims 
of continuing to invest and grow in the energy sector. In this perspective, we 
can expect the merger of A2A with other Italian local utility companies.  
However, the development path of A2A over the next five years (2008-
2012) is mainly based on internal growth, primarily oriented towards increasing 
the electricity generation capacity (through the construction of new combined 
cycle plants and the organizational restructuring of the existing generation ca-
pacity), the search for new natural gas supply sources (mainly through consoli-
dation  of  an  industrial  partnership  with  Edison), the  increase  of  electricity 
sales, and the broadening of the geographical scope of operations, both na-
tionally and internationally, by exploiting its technological excellence. Finally, 
A2A recently made two major acquisitions. First, at an international level, is 
the result of an agreement signed on May 29, 2008 with Cofathec Sas, a sub-
________________ 
9 Endesa Italia will be split from Endesa Europe and acquired by A2A as soon as the agree-
ment between Acciona, Enel, and E.On is completed, as a result of the takeover of Endesa by 
Acciona and Enel. 
10 The importance of this project is also recognized through the CIO Innovation Award 2006. 
This Italian prize awards one who improves goods and services by implementing new technol-
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sidiary of Gaz de France Group for the purchase of 100% of the capital of Co-
fathec Coriance Sas, a generation company operating in France. The second is 
the agreement signed on September 30, 2008 for the entry into the Aspem 
group, a local public utility firm active in the city of Varese and in other mu-
nicipalities in the Province of Varese. These partnerships confirm the trend 
towards consolidation in the core business and the growth of the group size, 
which are critical factors for surviving and competing in the new competitive 
European energy market. 
Casting an eye on the whole European Union, it is clear that the strategic 
choice of focusing on the core business is predominant and involves all local 
utilities operating in the European energy sector (such as Iberdrola, Union 
Fenosa, EnBW, and so on). There is a trend toward the consolidation of activi-
ties in the electricity supply-chain and parallel development in the natural gas 
supply-chain, by upstream and downstream integration in the electricity and 
gas businesses. 
 
Diversification and adoption of the ‘pure’ multiutility model 
In the second stage following liberalization, in addition to the core business 
consolidation process, some local utilities have adopted a successful business 
diversification strategy according to a multiutility approach in order to exploit 
technical and industrial synergies.  
The recent evolution of the competitive environment has enhanced the in-
dustrial development of public utility players, and, as a result, has led public 
utilities to new businesses implementation. According to this point of view, the 
adoption  of  a  multiservice  supply  chain  allows  public  utilities  to  focus  on 
growth targets through a much wider and more diversified range of delivered 
services. The aim of the enlargement of services delivered is to build customer 
loyalty. If other public services have been chosen by the utility company as 
new operating sectors, that choice outlines the adoption of the ‘pure’ multiutil-
ity business model, which is typically a European phenomenon (see Table 3). 
Indeed, the strategic choice of diversification is characterized by the new 
relevance of the customer, and consequently, of the demand relationship. Evi-
dently, focusing on a more customer-driven marketplace is a result of the liber-
alization and privatization processes of the public utility industries. In fact,        The Strategies of the Local Utilities of the European Energy Sector   25 
 
 
public utility firms should pay attention to value creation in order to avoid the 
reduction of traditional mark-up earned in previous conditions of the market, 
where public utility markets were much more regulated and less competitive. 
 





Therefore, customer portfolios have become a critical asset for public utilities, 
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assets and need a new strategic resource to maintain their competitive advan-
tage. Thereby, according to the customer loyalty approach, the predominant 
way to create value today comes from a privileged relationship with the cus-
tomer
11. Hence, the customer is the main asset for public utilities, and the mar-
keting strategy (advertising, one-to-one contract, cross-selling, etc.) assumes a 
new relevance in the public service sector. 
Regarding this strategic choice, the case of the Hera group is an exemplar. 
This public utility was formed in 2002 as a result of the activities aggregation of 
about 130 local authorities, located in the Italian regions of Emilia Romagna 
and Marche. Hera now manages local public utility services in these regions, 
and is recognized as one of the major public utilities in Italy. The Hera model 
is considered a unique business model, which is referred to as sharing aggregation, 
because it joined more than one thousand public utilities in a single entity. In 
fact, the Hera group looks like a confederation. The secret of Hera’s success 
lies  in  its  great  ability  to  unify  the  organizational  structure  and  human  re-
sources, accompanied by the rationalization of the business function plus the 
delivery of a wide public utility services range. In particular, the multi-business 
portfolio is fairly divided into services under ‘license regulation’ (such as inte-
grate  water  service,  collection  and  disposal  of  urban  waste,  distribution  of 
natural gas and electricity, district heating), and liberalized services offered in a 
competitive  market,  (such  as  electricity  and  gas  selling,  disposal  of  special 
waste, and public lighting). Nowadays, Hera is recognized as one of the leading 
Italian players in urban and special waste management as well as in the waste to 
energy segment. In addition, Hera is one of the major players in Italy regarding 
integrated water service management. Finally, Hera operates in both the elec-
tricity and gas sectors. 
Since it was established, the Hera group has pursued a strategy focused on 
revenue growth and the creation of value in a sustainable manner, optimizing 
both internal and external growth. The internal growth strategy is a result of 
________________ 
11 However, building customer loyalty could be risky. Therefore, if a public utility firm intends 
to diversify its business portfolio, it should firstly establish a permanent business relationship 
with its traditional customers, for example offering services of optimum quality. Only after that 
can the public utility implement a diversification strategy supplying different services (which 
could be related to the traditional services offered or not).        The Strategies of the Local Utilities of the European Energy Sector   27 
 
 
two biases: firstly, the extension of trading activity through the diversification 
of public services offered to traditional customers in order to build customer 
loyalty and increase income; secondly, striving to achieve a greater level of effi-
ciency by taking advantage of economies of scale, cost cutting policies, existing 
industrial synergies among core businesses (electricity, gas, waste management, 
and water), and new plant installation. External growth, which began when 
Hera was established, is the result of a consolidation strategy which aims to 
expand all core businesses in two prominent directions: territorial expansion 
through the acquisition of multiutility companies with similar business portfo-
lios, and upstream integration through M&A activities and strategic partner-
ships. In the energy sector, Hera has pursued a growth strategy regarding elec-
tricity  generation  capacity  as  a  result  of  industrial  partnerships  established 
through the acquisition of a minority stake in other public utilities. Moreover, 
Hera has signed long-term contracts with national and international gas suppli-
ers. Hera’s international aim is underlined by a partnership with VNG (Ver-
bundnetz Gas AG), a public utility settled in Leipzig, Germany. This alliance 
was stipulated on February 21, 2005, when a new contract of gas provision was 
signed. This partnership established a new company focus on gas trading in 
order to develop energy trade in the European market. 
Despite  Eni  being  the  largest  provider  of  natural  gas,  Hera  is  strongly 
committed to diversifying its natural gas supply sources. For this reason, Hera 
has started a business with Sonatrach (the largest supplier in Algeria) and Gaz-
prom (the main Russian supplier of gas). In addition, Hera has consolidated its 
joint  venture  with  VNG  (through  the  establishment  of  the  company 
FlameEnergy) to import natural gas in Italy from northern Europe. The strat-
egy of Hera in the coming years also provides for participation in projects re-
lated to regasification plants engineering and the storage of natural gas, with 
the aim being to increase supply autonomy.  
Furthermore, in the near future, Hera intends to pursue further growth in 
its core energy business (both by building new combined cycle plants either by 
improving the quality of services offered, including the development of cross-
selling strategies), improve operational productivity and efficiency, and develop 
technological innovation in thermoelectricity. Moreover, in terms of external 
growth, Hera is a catalyst for the aggregation of the main Italian local utility. 28   S. TESTARMATA 
 
On May 28, 2008, the news of the letter of intent signed by Enìa, Hera, and 
Iride for further corporate and industrial integration between them was re-
leased. On the other hand, a further step towards the combination with other 
Italian local utilities, such as Acea, and even A2A is not precluded. 
Another case of diversified utility is the Iride group, which was established 
on  October  31,  2006  through  the  combination  of  Aem  Turin  and  Amga 
Genoa. The new group is structured as a holding quoted on the Italian stock 
exchange (Iride S.p.A.), and various operative companies: Iride Energia S.p.A., 
Iride Servizi S.p.A., Iride Mercato S.p.A., and Iride Acqua Gas S.p.A. The Iride 
group is an integrated energy company and also operates in water service man-
agement. The core business strategic choice of consolidation has been carried 
out through the merger of Amga Genoa and Aem Turin in order to achieve 
the optimal critical size to compete in the European market. In fact, this is the 
unavoidable step of development that allows small-size companies to compete 
in the liberalized energy markets in the whole Europe territory.  
The strategic plan of the Iride group for the next five years (2008-2012) 
continues in the wake of the trail started in late 2006 with the merger of Aem 
AMGA Genoa and Turin, and moves to internal growth lines along the follow-
ing directions of development: 
 
•  increase of gas supplier independence 
12;  
•  extension of electricity generation capacity; and 
•  development of energy trade in the competitive market. 
 
________________ 
12 Iride has established a joint venture - Endesa Europa (now acquired by E.On) - regarding 
the construction of Regasification Terminal OLT Off-shore plant in Livorno. This venture is 
accompanied by the research of other sources of gas provision in the international market 
(such us the consortium Plurugas). In addition, Iride signed an agreement with Sorgenia and 
Lng Med Gas Terminal (CrossNet group) in March 2007 to participate in the project of devel-
oping a regasification terminal in Gioia Tauro (Calabria) with a regasification capacity of 12 
billion cubic meters annually. Finally, on September 25, 2008, Iride and A2A signed an agree-
ment with Gazprom for the creation of a joint venture that will operate in the Italian natural 
gas market. At the same, a long-term contract to supply natural gas to the joint venture was 
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In the water sector, Iride has pursued both consolidation and development 
strategies through the growth of the Genoa water network and the moderniza-
tion of facilities such as plants. In the meantime, Iride has pursued a territorial 
extension in other areas where the local industrial partner is a competitor, such 
as in the case of Palermo ATO. 
 
Internationalization 
Finally, it is possible to outline the last strategic choice implemented by Italian 
local utilities following the liberalization of the European energy market: the 
internationalization strategy. This is a widespread tendency which has been pur-
sued through the acquisition of other utility companies operating in generation 
or distribution segments of the same industry (vertical integration) in profitable 
geographical markets or in similar public services markets. The strategic choice 
of internationalization aims to  gain  a  mark-up  in markets with  higher prices 
until the competitive nature of the market will   not reduce the production 
costs. 
Over the past few years, the European energy sector was full of interna-
tional acquisitions; however, the major players have been most active. Usually 
the incumbents of the market have acquired public utilities of medium or small 
size because the latter have less financial power. At the local level, after a first 
attempt to extend the public services offered in new geographical markets – 
especially following the strategic path conducted by (national and/or interna-
tional) incumbents – the Italian local utilities showed a timid tendency in im-
plementing the internationalization strategy. 
13 This  is  prevalently due  to  gas 
provision  scarcity. For  instance, acquiring consortia such as Plurigas,  Blugas, 
and  Prometeo could  be  included in this direction of development, as they 
operate  in the international gas market to make up for the lack  of gas  suppli-
________________ 
13 For instance, ACEA attempted to pursue the internationalization strategy (external growth 
in the foreign water sector) by acquiring the integrated water service management in some 
countries of Latin America (Peru, Honduras, Dominican Republic) and in Armenia. Before the 
merger with Asm Brescia and Amsa Bergamo, Aem Milano tried a strategy of internationaliza-
tion in the countries of Eastern Europe, primarily Russia and Slovenia. Even AMGA Genoa, 
before the merger with Aem Torino, has been in Albania, Slovenia, and Russia. Finally, Hera 
has sought to expand into Austria and Slovakia. 30   S. TESTARMATA 
 
ers other  than  Eni,  the  leading  supplier  (incumbent)  in  the  Italian  gas  
market.  
Indeed, the partnerships and alliances between Italian local utilities and ma-
jor international players would not seem a conscious internationalization strat-
egy adopted by Italian local utilities. They would rather seem to answer to a 
strategy of penetration of the Italian energy market pursued by the major for-




As a result of the strategic behaviours adopted by Italian local utilities, per-
formances that involve the following features emerge: 
 
•  reduction and monitoring of costs (cost cutting) in order to respect the 
regulatory framework, especially the rules of specific sector authorities 
(such as electricity and gas authorities), and being competitive in the lib-
eralized market; 
•  reallocation of financial assets and, as a result, the creation and man-
agement of a diversified business portfolio; and 
•  finding a more stable economic-financial balance by raising new finan-
cial assets (share capital and liability).  
 
 
6.  The strategic patterns of evolution 
 
From the analysis of the major strategic choices taken by major local utility 
providers in Italy, three main strategic paths of development seem to emerge. 
These strategic patterns adopted by local utilities are as follows:  
 
•  innovate in the tradition, where the company chooses to exploit the territo-
rial strengthening and its traditional ability to interpret the expectations 
and requirements of the traditional customers;  
•  propose itself as a marketing oriented company, where the company enhances 
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logic, entering into new businesses or expanding the traditional business 
into new geographical markets; and 
•  offer itself as a specialist on an international scale, where a company, having al-
ready developed points of excellence along some stage of the public 
utility supply-chain, chooses to exploit its skills and core competences in 
other geographical markets. 
 
It is important to point out that the formulation of alternative strategic pat-
terns is an idealistic hypothesis. In fact, you may observe – and often are found 
in the reality – that local utilities are more inclined to either pattern, or in some 
cases, local utilities that implement forms of balance between different strate-
gic directions. Therefore, the case study analysis leads to an in-depth under-
standing of the main problems whose solutions may lead to the success or fail-
ure of a change in local utilities’ strategies (see Table 4) (Vaccà, 2002). 
 







INNOVATE IN THE 
TRADITION 
Embedment in the territory and 
ability to meet the needs of the 
traditional customer; 
 
Strategies for traditional 
business consolidation. 
Replication of public service 
delivery in other neighbouring 
markets; 
 
Integration between local utilities 
in neighbouring markets with 
multiutility delivery in the 
traditional sectors. 
PROPOSE ITSELF AS 
MARKETING ORIENTED 
COMPANY 
Exploitation of the 
entrepreneurial business; 
 
Emphasis on marketing and 
selling to the final customer. 
Development of partnerships and 
alliances in the public utilities 
sector to become competitors in 
the liberalized market; 
 
Alliances with other actors to 
develop business opportunities at 
national and international levels. 
OFFER ITSELF AS A SPECIALIST 
ON AN INTERNATIONAL SCALE 
Specialization (internally or 
through networks) in a specific 
supply-chain and/or in some 
stages of it. 
Exploitation of a sustainable 
competitive advantage. 
Source: adapted from S. Vacca (2002) 32   S. TESTARMATA 
 
Innovate in the tradition means to adopt a strategic vision aimed at strengthening 
the core business and developing the capacity for the coordination and organi-
zation of services delivered in the native territory, all in response to (and some-
times anticipating) the needs of customers. Therefore, the ability to coordinate 
the stages of a public service value chain and organize complex systems in a 
logical response to the needs of the territory is an asset to be exploited not 
only in the context of reference (consolidation on its territory), but also outside 
the context of origin, mainly through the replication of these operational and 
organizational capacities in other neighbouring markets. 
Propose itself as a marketing oriented company means offering in the traditional 
territory a wide range of public services, enhancing the industrial vocation of 
the local utilities and seeking the necessary economies of scale and scope. In 
this case, the local utility could follow two strategies in parallel. First, the com-
pany needs to consolidate its core business by strengthening the value chain, 
which involves a series of activities (investment, downsizing, and reallocating 
financial resources, cost cutting, the ability to coordinate a more complex real-
ity, and so on) in order to make a vocation more entrepreneurial than before. 
Furthermore, the strategies in the domestic market are necessarily followed by 
the strategies related to the external market. In this context, the liberalization 
of the energy market pushes for partnerships and alliances with other opera-
tors in order to achieve a critical dimension to compete in the liberalized mar-
kets. Alliances can be close between major players in the national and interna-
tional market, both among public utilities operating in local or non-contiguous 
markets and between incumbents and local utilities. However, the most impor-
tant characteristic of the marketing-oriented approach is the refocusing of the 
value chain on customer satisfaction. Therefore, the local utilities will tend to 
develop public services delivery by generating cross-selling synergies (to the fi-
nal customer), or generate value by having a preferential relationship with cus-
tomers. 
Finally, offer itself as a specialist on an international scale means finding, as an im-
portant and strategic factor, the development of some specialized functions 
and high-tech competences for certain business segments, and exploiting these 
skills and resources to have a sustainable competitive advantage against other 
national and international players. These core competences enable the local        The Strategies of the Local Utilities of the European Energy Sector   33 
 
 
utilities to achieve high levels of specialization and expertise in specific areas of 
their value chain. Thereby, it allows the local utilities to accumulate crucial re-
sources, in terms of technological expertise and human capital competences, to 
replicate in other geographical markets.  
In conclusion, the case study analysis does not seem to point out a single 
strategic path for local utilities, or, consequently, a single model of develop-
ment for the future. A variety of business models seem to appear, having spe-
cific strengths and goals.  
 
7.  An emerging business model for local utilities 
 
The case study analysis has shown that the European energy sector has gone 
through a period of significant change. Since the 1980s, a series of cultural, 
technological, and economic changes have resulted in a reassessment of the in-
dustry. This environmental evolution has increased the competitive intensity of 
this sector, and has opened up the market to increased competition.  
Indeed, liberalization of the market, privatization of assets, a change in the 
regulatory framework, and, above all, a change in the objective function of lo-
cal utilities have led to a restructuring of the utility supply-chain through a 
more entrepreneurial approach to public service management. A remarkable 
incentive in regards to this direction of development is provided by the Euro-
pean regulatory system, which aims to remove all monopolistic positions (pub-
lic and private) because they are in contrast with the rules and principles un-
derpinning the European Union conception (to create a single market of goods 
and services). In other words, the European policy requires the opening of 
each national market to competition and the creation of a single integrated 
market in Europe. Therefore, the pursuit of effective and efficient principles 
under the condition of economic viability and the simultaneous achievement 
of high quality service provision to both citizens and firms are the principal 
targets of the liberalization and privatization processes involving the public 
utilities sector over the last twenty years.  
The progressive reduction of direct government intervention in public serv-
ices production and delivery (such as water, public transport, waste manage-
ment, electricity, and gas) is a phenomenon which, even with different inten-34   S. TESTARMATA 
 
sity, has occurred within many European countries in the last 20 years. How-
ever, the rising role of private actors in public services management should not 
be the end of government involvement, but should lead to its redefinition 
through shifting the barycentre from public service production to regulation of 
the market (according to a structural regulation  approach) as well as through 
the arrangement of more competition-oriented policies.  
The ongoing transition from monopoly to competition is accompanied by 
outstanding changes in business models. The strategic management of firms 
operating in the public utility sector – that in a regulated monopoly framework 
was essentially substantiated by planning production capacity in a static context 
due to both lack of competitors and stability of the regulatory framework – has 
become much more complex nowadays and should not neglect the plurality of 
stakeholders. Indeed, the local authority has become a crucial stakeholder for 
Italian local utilities because it is the main owner (shareholder) of the firm and 
guarantees the public interest at the same time. Therefore, strategic decision-
making process cannot neglect obligations coming from public service man-
agement or dynamics of market competition (competition strategy, demand 
analysis, customer analysis, etc.).  
The current analysis shows that the major Italian local utilities have changed 
their business models after the liberalization of the European public utility 
markets in general and, more specifically, of the European electricity and natu-
ral gas market. As result, three main business models of local utilities have 
been outlined:  
 
•  traditional local utility, which concentrates its activities in the original core 
business; 
•  multiutility  company,  directly  delivering  a  wide  range  of  public  services 
(electricity and natural gas, sometimes accompanied by water service 
and /or waste management) to the same customer (one stop shop) in a 
given geographical area; and 
•  global specialist company, concentrated in one or two industries and operat-
ing throughout the world (the new multinational company), especially in 
the energy sector.  
        The Strategies of the Local Utilities of the European Energy Sector   35 
 
 
Another type of utility model may also exist: virtual utility. In this model, utility 
companies focus their business activities on the acquisition of customers and 
resulting customer loyalty. For this reason, they may include subsidiaries with a 
strong brand image and wide presence in the credit and financial services mar-
kets. In addition, virtual firms could use innovative ways to sell public services, 
such as through the Internet or supermarket channels.  
Despite the specific features of each local utility, the presence of recurring 
strategic choices and value creation propositions able to unify the various local 
utilities seem to emerge. This emerging trend allows us to define an emerging 
business model as the archetype to aim for in order to achieve a sustainable 
competitive advantage in the European energy sector. Indeed, all local utilities 
adopt an ‘energy’ business model, which is mainly characterized by the follow-
ing aspects:  
 
•  diversification of the business portfolio (composed by liberalized utili-
ties, such as electricity generation and selling, gas importation and sell-
ing, waste to energy management);  
•  extension of electricity generation capacity and search for new gas pro-
vision sources;  
•  upstream integration of the energy supply chain;  
•  development  of  innovative  technologies  in  light  of  environmental 
sustainability;  
•  adoption of a cross-selling strategy and a more aggressive marketing 
strategy;  
•  building and strengthening of customer loyalty;  
•  extension of the critical mass (firm size) for competing in the European 
energy market; and 
•  establishment of partnerships and alliances with national and interna-
tional partners. 
 
Therefore, the emerging business model for local utilities in the energy sector 
after liberalization of the market is a multiutility model focalized on electricity 
and gas delivery (these are the most valuable public services), based principally 
on territorial strengthening and developing the industrial and entrepreneurial 36   S. TESTARMATA 
 
aims of the utility in order to gain and maintain a sustainable competitive ad-
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8.    Conclusion 
 
Implications for research 
From  the  analysis  carried  out,  it  emerges  that  the  strategic  choices  imple-
mented by local public utilities changed after the liberalization and privatiza-
tion processes of the European energy sector began. In particular, the intro-
duction of competition in the internal market and deregulation have led to new 
rules of behaviour which utilities should adopt in order to survive in this new 
competitive environment. The current trend could be summarized in the fol-
lowing points: focalization and concentration on the core business; diversification strategy 
and adoption of the multiutility model; and internationalization. Indeed, the analysis 
seems to indicate a tendency of the local public utilities to opt for the devel-
opment of financial strategies, such as a public offering on the stock exchange, 
mergers and acquisitions, partnerships, and joint ventures with national and in-
ternational partners. As result, three main business models of local  utilities 
have been outlined: traditional local utility, multiutility company, and global specialist 
company. However, a predominant business model has emerged as archetype to 
aim for: a multiutility model focalized in the energy value chain, mainly based 
on territorial strengthening and the development of industrial and entrepreneu-
rial aims of the local utility, at national and international levels.    
In conclusion, the change of local utilities business models is a result of the 
change in local utilities’ objective function. In fact, in the newly competitive 
environment, pursuing the maximization of productive efficiency has become 
a priority and an essential need for the survival of local utility. This involves 
the adoption of an entrepreneurial approach to public services delivery and the 
achievement of a critical mass (firm size) in order to consolidate the current 
competitive positioning and access new geographical markets. In other words, 
the business models have changed in order for local utilities to survive and stay 
competitive in the new European energy market.  
An implication for further research is the generalization of the case study 
finding through the analysis of a European sample of local utilities. Indeed, 
through the lens of the business model, the competition between different 
public utilities (incumbents and local utilities) and within the energy incum-
bents of the European energy market could be investigated. 38   S. TESTARMATA 
 
Another implication of the current study is the governance role in public utili-
ties. Public and corporate governance should consider outlining a governance 
model for local public utilities which allows the social community to safeguard 
public and private interests in the management of these utilities. Therefore, the 
challenge of the near future is defining a governance model for local utilities 
which should focus on the double role of local authorities (especially munici-
palities) as a result of the liberalization of public utility markets, in addition to 
achieving the creation of value through increasing the economic-financial per-
formance of firms as well as the safeguard of the public interest concerning the 
effective and efficient management of public services. 
 
Implications for practice 
This paper has examined the concepts underlying business models and how 
they can be applied to the public utilities context. It proposes that an emerging 
business model is a suitable archetype to aim for in order to achieve a sustain-
able competitive advantage in the European energy sector. It highlights the 
changes  to  the  local  utilities  business  models  that  have  resulted  from  the 
change  in  the  competitive  environment  and  organizational  structure  of  the 
firms. 
In addition, business model analysis can help executives understand and 
communicate the key factors for success and value creation in the public utility 
sector. Furthermore, the business model can be used to measure, compare, or 
even change the strategic choices and the underpinned business logic of the 
firm.  
On the other hand, it is widely recognized that a business model could be 
replicated in the same industry to achieve firm success, and is an abstraction of 
a firm’s strategy that may potentially apply to many firms. Hence, the definition 
of a successful business model for local utilities can also help managers to ana-
lyse the strengths and weaknesses of their firms, as well as to evaluate the ac-
tual opportunities and threats of competition in the European energy sector. 
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